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Goals and Objectives
(1) Define and compare micro- versus macro risks for a firm


(2) Explain the concept value at risk (VAR) and describe its use as a risk measure


(3) Define and apply the use of duration as a measure of individual asset and liability and portfolio interest-rate risk sensitivity

(4) Compare and contrast value sensitivity and cash flow risks

(5) Define balance sheet hedging and list ways of managing balance sheet risk using derivatives

Suggested Review Reading for next Week

No additional  readings are assigned for next week.  Review all course materials in preparation for the midterm examination and have your questions concerning the financial issues you have studied and applied in the cases ready for me to answer either in class, during office hours, or via email.

Case Questions for Next Week’s Case Union Carbide Corporation: Interest Rate Risk Management
1.  As a member of the Finance and Pension Committee of the UCC board of directors evaluating the proposal for managing interest-rate risk, what questions will you ask the finance staff?

2.  In analyzing the proposal, you may want to consider the following:


a.  Do the objectives of the plan make sense?  If not, what objectives would you suggest?


b.  Is it sensible to characterize the firm’s normalized portfolio in terms of its duration?  If not, what alternative do you suggest?


c.  UCC tries to analyze the duration of its assets in exhibit 6.  How could this analysis be improved?  Is it correct?


d.  Critique the proposed implementation program.  Does it follow from the analysis that precedes it?  Will you approve the program?  If not, what modifications to it would you recommend?

Important Vocabulary List from Class 

VALUE AT RISK

DURATION, WEIGHTED AVERAGE OF DURATION OF LIABILITIES AND ASSETS

INTEREST-RATE HEDGING, DURATION HEDGING

VALUE RISK VERSUS CASH FLOW RISK

FACTOR MODEL OF RISK, REGRESSION IN RISK MEASUREMENT

SWAPS, PLAIN VANILLA SWAP

Suggested Wall Street Journal (WSJ) or other Articles

Continuing Stories (Multiple articles) 

Carl Icahn’s involvement in Time-Warner and Korean Tobacco Group (several stories this week, especially February 17)

General Motors retructuring and pressure from Kerkorian 

Mittal’s effort to 
acquire Arcelor Steel

Stories last week

February 14, 2006
“Shareholders Urge 3-Way Split of VNU” (A3) – Spinoffs preferred to proposed merger

“Merger Plans Creates Concern Over Nickel Alloy” (A20) – Revenue synergies from horizontal merger due to pricing power is a concern to customers

